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Endnotes

! White House (2006). National Security Strategy of the United States of America.

2 Condoleezza Rice, Secretary of State, Testimony Before the Senate Foreign Relations Committee, Washington,
DC, February 15, 2006, http://www.state.gov/secretary/rm/2006/61209.htm

® Maddison (2001).

* In a market system, income and output are closely related, both conceptually and as measured statistically. This
strategy uses these terms interchangeably.

> According to the most painstaking estimates, differences in productivity growth account for 90% of the
differences among countries in the growth rate of output per worker. Klenow and Rodriguez-Clare (1997).

¢ Mandelbaum (2007).

" Friedman (2005), Collier (2007).

® Fraser Institute (2005).

® Since 1984, the share of exports in overall U.S. GDP has doubled; and the share of developing countries in U.S.
exports has risen from 36% to 45%.

19 For the global incidence of extreme poverty in 1950, see Bourguignon and Morrison (2002). The estimate for
2004 is from Chen and Ravallion (2007). Both sources use the same threshold of extreme poverty: per capita
expenditure of $1.08 per day or less, calculated at 1993 Purchasing Power Parity.

1 USAID (2002), Foreign Aid in the National Interest.

12 Based on data from International Monetary Fund (2007). See also Crosswell (2007).

3 Harberger (2005).

¥ To avoid ambiguity, this strategy uses the word “institutions” as a synonym for “organizations,” rather than in the
much broader sense of “formal and informal rules, enforcement mechanisms, and organizations” associated with
the New Institutional Economics and World Bank (2002).

15 Easterly and Levine (2001); Pack and Paxson (1999); Devarajan, Easterly, and Pack (2003); Bils and
Klenow (2000); Pritchett (2006).

16 Radelet (2004).

" World Bank (2007).

18 Barro (2000).

% A large and growing body of literature provides insights into the important links between democracy and
economic growth. Examples include Rivera-Batiz (2002); Shen (2002); Halperin, Siegle, and Weinstein (2004);
Barro (2000); Rodrik and Wacziarg (2005); Collier, Hoeffler, and S6derbom (2006); Gehlbach and Keefer (2007);
and Keefer and Teksoz (2007).

20 Rodrik (2004).

2! Hausmann, Rodrik, and Velasco (2005).

22 Since 1994, an increasing number of macroeconomic crises have originated in the financial sector rather than in
budgetary imbalances. With the important exception of Indonesia, most of the affected countries have been upper-
middle-income countries like Mexico and Thailand, where private financial institutions had gained access to
international capital markets but where the government had not developed the capacity or political will to exercise
adequate prudential supervision over the more complex financial transactions involved. In keeping with its overall
organization and to avoid repetition, this strategy treats financial sector issues and interventions as primarily
microeconomic, rather than providing a separate discussion of their potential macroeconomic impacts. Mishkin
(2001) provides a good overview of these complex issues against the backdrop of recent crises.

28 Address to Economic Freedom of the World Network, 20086; cited with permission.

24 Research conducted in connection with the Doing Business series demonstrates a strong link between the severity
of business regulation and the size of the informal sector. World Bank (2004a).

2 World Bank (2004a).

% | oayza, Oviedo, and Servén (2005).

%" Dollar and Kraay (2002). Moreover, Kraay (2004) shows that for periods averaging around 10 years, differences
in country growth rates account for fully 90% of cross-country differences in the rate of poverty reduction.
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%8 Lopez (2006) suggests that a new pattern may have emerged in the 1990s, with inequality increasing in countries
that achieve especially rapid growth. See also World Bank (2004b). The problem seems to be that most rapid
growth is taking place in non-agricultural sectors, whereas most of the poor live in rural areas and work in
agriculture. The implication is not that growth has become less important for poverty reduction, but rather that
complementary measures to ensure that the poor can gain access to the new opportunities created by growth have
become more important — measures such as those discussed under the second approach, “enhance access to
economic opportunities.”

2 World Bank (2004b).

% |_ucas and Timmer (2005).

1 USAID and Woodrow Wilson Center for International Scholars (2006).

% Collier (2007).

¥ Among other activities, USAID-supported business associations provide their members with information and
training that promotes understanding of the benefits of reform.

* To be more precise, eligibility for MCA is based on policy performance as reflected in seventeen indicators in
three major areas — “ruling justly,” “promoting economic freedom,” and “investing in people.” MCA eligibility
requires that a country score above the median on at least three of the six ruling justly indicators, three of the five
investing in people indicators, and three of the six economic freedom indicators. In addition, it must score above
the median on the indicator for controlling corruption.

% Once declared eligible for MCA, countries negotiate with MCC to formulate and agree upon a compact — typically
a sharply focused, five-year program with total funding of $65 to $700 million. By October 2007, compacts had
been reached with sixteen countries, while another ten eligible countries had made varying degrees of progress
toward a compact.

*®USAID assistance has been critical in supporting many of the most important reforms captured in the World
Bank’s Doing Business rankings, notably in such top reformers as Colombia, Georgia, Serbia, and Egypt. USAID
currently has active programs to improve the business environment in more than 50 countries, devoting several
hundred million dollars each year to such programs.

%7 Exceptions to the presumption in favor of allowing market forces to reign freely are well-recognized, including
cases of natural monopoly and monopoly power exercised by a dominant firm; problems of asymmetric
information, especially prevalent in financial markets; and externalities such as pollution. Such exceptions often
call for a public policy response, though in many cases the underlying public purpose can be achieved more
effectively, and with less danger of corruption, by means other than creating a regulatory body with wide powers
of discretion.

% USAID’s broader approach to fighting corruption is described in USAID’s Anticorruption Strategy (2005a).

% USAID (2004), Agriculture Strategy: Linking Producers to Markets.

“0 USAID (2003), Strategy: Building Trade Capacity in the Developing World.

! Beck, Levine, and Loayza (2000); Caprio and Honohan (2001).

“2 Direct financing often crowds out potential local investment and diverts attention from fundamental problems in
the business climates of assisted countries — or problems with their financial systems - and is unsustainable in the
long run. There is often adequate liquidity in developing country financial institutions, but it is not put to work
supporting local economic growth.

3 USAID (2005b), Education Strategy: Improving Lives through Learning.

* Without access to financial services, the poor find it especially hard to obtain “usefully large” amounts of funds
for investing in productive inputs, and even harder to accumulate the larger sums needed to buy assets like land,
business premises, and housing.

** De Soto (1989).

¢ McClelland (1996). The international research centers are organized under the Consultative Group for
International Agricultural Research.

" As documented at length in note 17 and the analyses cited there, there is considerable diversity in interpreting the
evidence on this point.

“¢ Bloom, Canning, and Jamison (2004).

“ USAID (2007), “A Guide to Economic Growth in Post-Conflict Countries.” draft.
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% |_ewarne and Snelbecker (2004).
> |_ewarne and Snelbecker, previously cited.

°2 Fox and Timmer (2005).
53 Crosswell (2000) finds that among the four major users of development resources — the Africa, Asia/Near East,

Latin America/Caribbean, and Global Bureaus — overall development funding in constant dollars dropped between
26% and 42% from 1992 to 1999, but economic growth funding fell much further, between 65% and 79%. Thus,
the share of EG resources in the development programs of these four bureaus dropped precipitously, from 43% in
1992 to just under 20% in 1999. Within EG, agriculture funding fell somewhat less than for other EG programs.
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